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SUBJECT: FOOD STAMP PENALTY SETTLEMENT

| am pleased to notify you that the State has reached a favorable settlement agreement
with the United States Department of Agriculture (USDA) regarding California's food
stamp error rate penalties for FFY 2000, 2001, and 2002. This agreement was made
possible by the dramatic reduction in the food stamp error rate in Los Angeles County,
which drove an unprecedented reduction in the statewide error rate. Details of the
agreement are in the attached settlement document.

Prior to the settlement agreement, the State faced a combined liability of $185.4 million
for FFY 2000, 2001 and 2002. Los Angeles County's share of this liability was $143.1
million. Under the terms of the seitiement, the County is not required to make any
payment at this time. The County’s only potential liability under the settlement
agreement involves $62.5 million from the FFY 2001 and 2002 penalty amounts which
is held at-risk statewide in relation to the State’s food stamp error rate in FFY 2003-

2007.
These are the key provisions of the settlement agreement:

e USDA has waived the $10.4 million of the State's FFY 2000 penalty, which
was held at-risk in relation to the State's FFY 2003 performance.

o For the FFY 2001 and 2002 penalties, USDA will withhold $12.2 million that
would have otherwise been paid to California. This $12.2 million consists of a
food stamp performance bonus eamed by California in FFY 2003 and an
amount owed to California for an accounting adjustment regarding the
California Food Assistance Program.
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e Qut of the initial $175 million penalty for FFY 2001 and 2002, a total of $62.5
million is held at-risk: $12.5 million/year from FFY 2003-2007.

» If the State's error rate is below 7.4% in a given year, the $12.5 million at-risk
for that year is forgiven.

» If the State's error rate exceeds 7.4%, the State may have an obligation to
reinvest in the food stamp program some or all of the $12.5 million at-risk for
that year, depending on the amount by which the State's error rate exceeds
7.4% and the State's performance two years later.

» If the State is ultimately required to reinvest any portion of this at-risk amount,
it is uncertain whether the State would seek to require the County to pay any
portion of the reinvestment amount.

e The State must continue to spend an estimated $2 million/year for 5 years on
activities to enhance the food stamp program. The federal government will match
these state funds at the standard rate.

The key factor in making this settlement agreement possible was the unprecedented
reduction in the State's error rate from 17.4% in FFY 2001 and 14.4% in FFY 2002 to a
preliminary figure of 6.5% in FFY 2003. This reduction in the statewide error rate was
primarily attributable to the reduction in Los Angeles County's error rate from 22.9% in
FFY 2001 and 18.8% in FFY 2002 to a preliminary figure of 7.1% in FFY 2003.

This settlement agreement represents a major achievement for the State and the
County, and is a testament to the consistent support provided by your Board, the CAO

and County Counsel and to the tireless work of our staff in reducing our error rate. We
remain committed to keeping our food stamp error rate low in the future.

BY:cl
Attachment

c: Chief Administrative Officer
County Counsel



MAY 13 2004

Mr. Bruce Wagstaff

Deputy Director

Welfure tv Work Division

Culifornia Department of Socia! Services
744 P Sireet, MS 17-08

Sacrumento, California 95814

Dear Mr. WagstafY:

Thiz is to acknowledge that we have reached agreement with your office on settling
California’s outstanding quality control (QC) liabilities for fiscal yesr (FY) FY 2000, FY
200! and FY 2002. A document outlining the principles of the agreement is attached. We
are currently working with our Oflice of General Counscl to draft a formal setsioment

agreement.

Under Secretary E_rlc Boat and 1 want lo personally thank you and your stafT for your hard

work in making Ihis agrocmont possible. We bolieve thal this ugreement is of mutual bencfit

:; it ensures u high level of iniegrily in the Food Stamp Program in Califomis for yoars (0
me.

Sincerely,

ting Deputy Administraior
* Food Stsmp Program

Atiachment

o,



Ssttiement Outline

For Californis's Outstanding Foud Stavap QC Linbilities

[ Amaount
. Affpesed
. CA’s FY 2000 at risk liahility (3104 miilion) ia $10.4 million
waived based on FY 2003 performance. S ——
2. CA’s usos performance honus (86.8 millian) and $12.1 million
CFAP adjustment ($5.3 million) as s cash payment, .
3, FN'S_ﬁLmher adjusia toul by $10 million (equivalent to | $10 millien
{he approximate Stale share) in recognition for activities
already undertaken by CA to lower the error rate. FNS
will adjust this figure if CA provides data to support a
| higher amon! .
4. Culifornis will continue ita current efforts (e.g. Los §10 million
Angelos County Change Copter and Quality Assurance (cst. Swate
Reviews, eic.) and idontify other progam improvement shure)
inltiatives that it deems nocessury 1o improve food stamp
payment accuracy, beyond regular administrative
octivities.! The estimated towl expenditure is $4 million
annually — subject to revision based on State duta. FNS
will pay one-half of this amount using regular
| reimhyrsement procedures. o
S. CA will pluce at risk $12.5 million in cach fixcal yeor | $63.5 million
beginning with FFY 2003 and ending with FFY 2007 for
Neconsary reinvestment activities. The amount of actua!
reinvestment will depend on whether the State is
successful in meeting the agreed-upun at risk reinvestnient
targel (7.4 percent). See sttached for specific
,Lr:_sinvut@cm schedule. )
6. The remaining amount (including any interss charges ij:pmx:
that may have accrued) will be adjusted (o S0 jn $80 million
- =eognition of CA's ervor rats improvement,
7. CA will cammit to carrying out all FNS mansgemant naA |
j_g_uluuion requ(rements, L ] |

"Program Impravement initistives
*  Conducting quality sasurance (QA Vsupervisory
*  Using the QA review reparting system; and
®  Cunducjing sn ann
1o the Fuod Stamp
CA may substitute for 1hs octlvition lised

reviawa:

usl confarence for sif counties covering palicy,

include, but sre nar Mcongarily limiled 1o;

sbove throygh negoutiagion and prior FNS approvs|.

Intcyrity, and accews inzuus relgted



No. 5 Reiavestmeant and At-Risk Schedule for

California’s Qutstanding Food Stamp QC L.inbNitles

[ Fiscal Yesr

Bceanrio and Required Activity o

FY 2003

For FY 2003, if the error rule s

Loas than or equs! to 7.4% DCA does not need to reinvest nor
place money at risk in FY 2005 (receives $12.5 million credit)
Greater than 7.4% but leaa than or equal to 8.4% = CA
reinvests $1 million in FY 2008 and plsces $1 million st risk
far FY 2005 (receivos $10.5 million credit) '
Grealer than 8.4% but less than or equal (0 9.4% 9 CA
roinvests $2 million in FY 200S and placcs §3 million at risk
for FY 2008 (receives $7.5 million credit)

Greater than 9.4% but less than or equal (o 10.4% SCA
reinvests 53 million in FY 2005 and places $9.5 million at risk
for FY 2008 (recelves no credit)

Greater than 10.4% - CA reinvesta $8.5 million and places $4
million at risk for FY 2003 (roceives no crodit)

All the above praporsions will be increased for FY 2003 and all
the out-ysars by the extent to which the natianal averuge
exegeds 7,49, e.g. (f the national average increases to 7.9%
then all the ubove perceniuges wavld be increased by 0.5%
(Le.. by the zame percentage poinis). So if CA hud an 8.6%
error rute, it would reinvest 3! million and place $1 million ar
risk for 200S.

The target for all amounis placed ai-risk is 105% of the
Nwional average error rute two years after (he ai risk penalty
is incurred. Ifan ai risk wrget is missed, CA musi reinvest all
of the amounts placed at risk within two yeurs after the error
rates for tha targel year ars anpounced.

{/the CA error rate exceeds 10.4% (or a higher raie if the
nalfoual average exceeds 734) for 3 consecutive years, then the
entire amount of $12.5 million will he reinvested,

Parformance levels and/or penclties may be adjusted throngh
negotiation with FNS if. in uccordance with the guidelines
specificil in Section 16(c)(9) of the Food Stump Act, CA is uble
1o show ta FNS s satisfuction the negutive effect that the
occurrence(s) had on the QC error rute.




Sceaario aud Required Actlvity (continued) ]

Fiscal Year
"FY 2004

For FY 2004, il'the error rate ia

1.ess than or equal to 7.4% <»CA does nat need to reinvest nor
place money at risk in FY 2006 (receives $12.5 million credit)
Grealer thun 7.4% but leas than or equal to 8.4% - CA
reinveats $1 million in FY 2006 and pluces $1 million s risk
for FY 2006 (receives $10.5 million oredit)

Greater than 8.4% but Jesa than or equal to 9.4% - CA
reinvests $2 million in FY 2006 and placos $3 million at risk
for FY 2006 (receives $7.5 million credit)

Greater than 9.4% but Icss than or oqual to 10.4% FCA
reinvests $1 million in FY 2006 and places $9.5 million at nsk
for FY 2006 (receives no credit)

Greuler than 10.4% <» CA reinvests $8.5 million and placcs $4
million at rigk for FY 2006 (receives no credit) J

'FY 2008

“For FY 2008, if the error rate is.

Lean than or equal 10 7.4% ->CA doea not need to rcinvest nor
place money & risk in FY 2007 (roccives $12.5 million credit)
Greater than 7.4% but less than or equal to 8.4% > CA
reinvests $! million in FY 2007 and pleces $! million at risk
for FY 2007 (receives $10.5 million credit)

Greater than 8.4% but less than or equal 10 9.4% - CA
reinvests $2 millian in FY 2007 and places $3 million at risk
for FY 2007 (receives $7.5 million credit)

Greater than 9.4% bul less than or equal to 10.4% S CA
reinvests $3 million in FY 2007 and places $9.5 million ol risk
for FY 2007 (receives no credit)

Grester than 10.4% = CA reinvesta §8.5 million and places $4
million ut risk fer FY 2007 (reccives no credit)

{f CA s error rase is above 10.4% for FY 2003, FY 2004 und
FY 2005, CA must reinvest 812.5 million in lieu of the

Instructions specified aboye.




——— T s e

Fiscal Year
FY 2006

~ S .

S
For FY 2004, If the errar vate is

FY 2007

Insiructions specified above, e
For FY 2007, if the error rute is B

Scenario snd Required Actlvity (continued) |

Less than or equal to 7.4% ->CA docs not need o reinvest nor
place money at rigk in FY 2008 (receives $12.5 million credir)
Groater than 7.4% but less than or equal 1o 8.4% 9 CA
reinvests §1 million in FY 2008 and places S| million at risk
for FY 2008 (receives $10.S million credit)

Greater than 8.4% but |ess than or equal tp 9.4% 9 CA
reinvesia $2 million in FY 2008 und places $3 million at risk
for FY 2008 (receives $7.5 million credit)

Creater than 9.4% bul less than or equal to 10.4% CA
reinvests $3 million in FY 2008 and places $9.5 million at risk
for FY 2008 (recsives no credit)

Grealer than 10.4% < CA reinvesis $8.5 million and places $4
million a1 risk for RY 2008 (raceives no credit)

If CA s erroe rate is above 10.4% for FY 2004, FY 2005 and
FY 2008, CA must reinvest $12.5 million in lieu of the ‘

Less than or equal to 7.4% -2CA does not need 10 reinvest nor
pluce money at risk in FY 2009 (receives $12.5 million credit)
Greater than 7.4% but lcas than or equal 10 8.4% 5 CA
reinvesta §1 million in FY 2009 and places $1 million af risk
for FY 2009 (reccives $10.5 million credit)

Greater than 8.4% but less than or equal 10 9.4% > CA
reinveats $2 million in FY 2009 and places $3 million at risk
for FY 2009 (roceives $7.5 million credit)

Greater than 9.4% but less than ar equal to 10.4% HCA
ceinvests $3 million in FY 2009 and pleces $9.5 million at risk
for Y 2009 (receives no credit)

Greater than 10.4% -> CA reinvests $8.5 million end places $4
million at riak for FY 2009 (receives no credit)

I CA's error rate is above 10.4% for FY 2003, FY 2006 and
FY 2007, CA must reinvest $12.5 milllon in lieu of the
instruclions specified above. '

Total Amount of F uads Involved in this Aspect of the Propessi; : $62.5 mi millien.




